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borrower is entitled to deferment for 12 
months. 

(4) If an institution no longer quali-
fies as an institution of higher edu-
cation, the borrower’s deferment ends 
on the date the institution ceases to 
qualify. 

(c) A borrower need not repay prin-
cipal, and interest does not accrue for 
a period of up to 3 years during which 
time the borrower is— 

(1) A member of the U.S. Army, 
Navy, Air Force, Marines or Coast 
Guard (see § 674.59); 

(2) A Peace Corps volunteer (see 
§ 674.60); or 

(3) A volunteer under the Domestic 
Volunteer Service Act of 1973 (ACTION 
programs) (see § 674.60). 

(d) The institution shall exclude the 
deferment periods described in para-
graphs (b), (c), and (e) of this section 
when determining the 10-year repay-
ment period. 

(e) An institution may permit the 
borrower to defer payments of prin-
cipal and interest, but interest shall 
continue to accrue, if the institution 
determines this is necessary to avoid 
hardship to the borrower (see 
§ 674.33(c)). 

(f) The institution may permit the 
borrower to defer payment of principal 
and interest, but interest shall con-
tinue to accrue, on a Defense loan for a 
total of 3 years after the commence-
ment or resumption of the repayment 
period on a loan, during which he or 
she is attending an institution of high-
er education as a less-than-half-time 
regular student. 

(Approved by the Office of Management and 
Budget under control number 1845–0019) 

(Authority: 20 U.S.C. 425, 1087dd) 

[52 FR 45754, Dec. 1, 1987, as amended at 57 
FR 32345, July 21, 1992; 59 FR 1652, Jan. 12, 
1994. Redesignated at 59 FR 61410, Nov. 30, 
1994, as amended at 62 FR 50848, Sept. 26, 
1997; 64 FR 58315, Oct. 28, 1999] 

§ 674.38 Deferment procedures. 
(a)(1) Except as provided in para-

graph (a)(5) of this section, a borrower 
must request the deferment and pro-
vide the institution with all informa-
tion and documents required by the in-
stitution by the date that the institu-
tion establishes. 

(2) After receiving a borrower’s writ-
ten or verbal request, an institution 
may grant a deferment under 
§§ 674.34(b)(1)(ii), 674.34(b)(1)(iii), 
674.34(b)(1)(iv), 674.34(d), 674.34(e), 
674.34(h), and 674.34(i) if the institution 
is able to confirm that the borrower 
has received a deferment on another 
Perkins Loan, a FFEL Loan, or a Di-
rect Loan for the same reason and the 
same time period. The institution may 
grant the deferment based on informa-
tion from the other Perkins Loan hold-
er, the FFEL Loan holder or the Sec-
retary or from an authoritative elec-
tronic database maintained or author-
ized by the Secretary that supports eli-
gibility for the deferment for the same 
reason and the same time period. 

(3) An institution may rely in good 
faith on the information it receives 
under paragraph (a)(2) of this section 
when determining a borrower’s eligi-
bility for a deferment unless the insti-
tution, as of the date of the determina-
tion, has information indicating that 
the borrower does not qualify for the 
deferment. An institution must resolve 
any discrepant information before 
granting a deferment under paragraph 
(a)(2) of this section. 

(4) An institution that grants a 
deferment under paragraph (a)(2) of 
this section must notify the borrower 
that the deferment has been granted 
and that the borrower has the option to 
cancel the deferment and continue to 
make payments on the loan. 

(5) In the case of an in school 
deferment, the institution may grant 
the deferment based on student enroll-
ment information showing that a bor-
rower is enrolled as a regular student 
on at least a half-time basis, if the in-
stitution notifies the borrower of the 
deferment and of the borrower’s option 
to cancel the deferment and continue 
paying on the loan. 

(6) In the case of a military service 
deferment under §§ 674.34(h) and 
674.35(c)(1), a borrower’s representative 
may request the deferment on behalf of 
the borrower. An institution that 
grants a military service deferment 
based on a request from a borrower’s 
representative must notify the bor-
rower that the deferment has been 
granted and that the borrower has the 
option to cancel the deferment and 
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continue to make payments on the 
loan. The institution may also notify 
the borrower’s representative of the 
outcome of the deferment request. 

(7) If the borrower fails to meet the 
requirements of paragraph (a) (1) of 
this section, the institution may de-
clare the loan to be in default, and may 
accelerate the loan. 

(b)(1) The institution may grant a 
deferment to a borrower after it has de-
clared a loan to be a default. 

(2) As a condition for a deferment 
under this paragraph, the institution— 

(i) Shall require the borrower to exe-
cute a written repayment agreement 
on the loan; and 

(ii) May require the borrower to pay 
immediately some or all of the 
amounts previously scheduled to be re-
paid before the date on which the insti-
tution determined that the borrower 
had demonstrated that grounds for a 
deferment existed, plus late charges 
and collection costs. 

(c) If the information supplied by the 
borrower demonstrates that for some 
or all of the period for which a 
deferment is requested, the borrower 
had retained in-school status or was 
within the initial grace period on the 
loan, the institution shall— 

(1) Redetermine the date on which 
the borrower was required to com-
mence repayment on the loan; 

(2) Deduct from the loan balance any 
interest accrued and late charges added 
before the date on which the repay-
ment period commenced, as determined 
in paragraph (c)(1) of this section; and 

(3) Treat in accordance with para-
graph (b) of this section, the request 
for deferment for any remaining por-
tion of the period for which deferment 
was requested. 

(d) The institution must determine 
the continued eligibility of a borrower 
for a deferment at least annually, ex-
cept that a borrower engaged in service 
described in §§ 674.34(e)(6), 674.35(c)(3), 
674.36(c)(2), 674.37(c)(2), and § 674.60(a)(1) 
must be granted a deferment for the 
lesser of the borrower’s full term of 
service in the Peace Corps, or the bor-
rower’s remaining period of eligibility 

for a deferment under § 674.34(e), not to 
exceed 3 years. 

(Approved by the Office of Management and 
Budget under control number 1845–0019) 

(Authority: 20 U.S.C. 425, 1087dd) 

[52 FR 45754, Dec. 1, 1987, as amended at 53 
FR 49147, Dec. 6, 1988. Redesignated and 
amended at 59 FR 61410, 61411, Nov. 30, 1994; 
64 FR 57531, Oct. 25, 1999; 64 FR 58315, Oct. 28, 
1999; 72 FR 61996, Nov. 1, 2007] 

§ 674.39 Loan rehabilitation. 
(a) Each institution must establish a 

loan rehabilitation program for all bor-
rowers for the purpose of rehabilitating 
defaulted loans made under this part, 
except for loans for which a judgment 
has been secured or loans obtained by 
fraud for which the borrower has been 
convicted of, or has pled nolo 
contendere or guilty to, a crime involv-
ing fraud in obtaining title IV, HEA 
program assistance. The institution’s 
loan rehabilitation program must pro-
vide that— 

(1) A defaulted borrower is notified of 
the option and consequences of reha-
bilitating a loan; and 

(2) A loan is rehabilitated if the bor-
rower makes an on-time, monthly pay-
ment, as determined by the institution, 
each month for nine consecutive 
months and the borrower requests re-
habilitation. 

(b) Within 30 days of receiving the 
borrower’s last on-time, consecutive, 
monthly payment, the institution 
must— 

(1) Return the borrower to regular re-
payment status; 

(2) Treat the first payment made 
under the nine consecutive payments 
as the first payment under the 10-year 
repayment maximum; and 

(3) Instruct any credit bureau to 
which the default was reported to re-
move the default from the borrower’s 
credit history. 

(c) Collection costs on a rehabilitated 
loan— 

(1) If charged to the borrower, may 
not exceed 24 percent of the unpaid 
principal and accrued interest as of the 
date following application of the 
twelfth payment; 

(2) That exceed the amounts specified 
in paragraph (c)(1) of this section, may 
be charged to an institution’s Fund 
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